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Abstract 
According to the dividend signalling theory, a company decides to announce its dividend payout policy to signal 
the market that the firm is now processing future prospects, which will result in changing its stock prices. This 
study focuses on the impact of dividend announcement of the 60 Thai companies in financial industry listed in the 
Stock Exchange of Thailand (SET) during the period 2005-2010. The study employs event study methodology in 
examining the effect of dividend announcement on the stock price surrounding forty days of announcement. In 
addition, the reaction of stock prices to the dividend announcement is also determined.  Research result indicates 
that the stock prices move upward significantly after dividend announcements. Abnormal return (AR) and 
cumulative abnormal return (CAR) from the market model are statistically significantly revealed. The results 
confirm dividend signalling theory as the dividend announcements have significant impact on share prices. 
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1. Introduction 
    The dividend policy decision for a firm is very important thus the method that managers attain 
making dividend policy decisions and whether or not they follow an accurate set of guidelines or 
precise strategies to make these decisions will impact on the future performance of the firms.   
Financial managements’ goal is shareholders ‘wealth maximization, which means maximizing the 
value of the company as measure by the price of common stock. This goal can be achieved by giving 
the shareholders a fair payment on their investments. However, the impact of dividend policy on 
shareholders wealth is still unsolved. The objective of the finance management should be to discover 
an optimal dividend policy that will increase value of the firm. It is often argued that the stock price 
tend to be reduce whenever there is a decrease in the dividend payments. The announcement of 
dividend increases makes abnormal positive returns, and announcement of dividend decreases generate 
abnormal negative returns. A fall in stock price happens because dividend payout is a signaling effect. 
Many researchers form dividend policy under the assumption of asymmetrically information between 
manager and investors. Dividend can signal information to investors about the firms’ future 
performance. The purpose of this paper is to observe whether stock price reacts to the announcement of 
dividend in The Stock Exchange of Thailand (SET).   In the previous research present the stock price 
should react positively with announcement of the dividend payout increase and, conversely, react 
negatively with dividend payout decrease. 
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2. Literature Review 
Several empirical researches on the relevance of the relationship between the dividends and stock 
prices, it is inconclusive (Kadir, 2011). Miller and Modigliani (1961) propose under unrealistic 
assumption, in a world of no taxes and transaction costs, dividends are irrelevant to investors. Gordon 
(1963) argues  that shareholder prefer cash dividend than capital gain because they wish for less on the 
riskiness of the future dividend stream, and prefer a high dividend policy than a highly uncertain capital 
gain from doubtful future investment. Furthermore, the firm mostly makes decision on its dividend 
policy in attempting to have positive impact helping increasing the value of the firm. Easterbrook 
(1984), Jensen and Meckling (1976) and Black (1976) propose that dividends play a rule in decreasing 
agency conflict between manager and shareholder. When manager decision to pay out dividends for 
used to remove the free cash from the control and pay it off to shareholders. Therefore, positive 
changes in stock price occur as a result of it. On the base of signalling theory from a research by 
Lintner (1956), who found that  dividend decision  depend on the sustainability of firm earning over the 
long term. Bhattacharyya (1979) argues that dividend policy based on asymmetric information that 
managers have private information about the distributional support of the cash flow of project and they 
can send signal to the market by the choice of dividend policy. Miller and Rock (1985) present  it is 
unwise for bad expectation firms to entrust high level dividends, and only good expectation firms can 
commit high level dividends without uncertain long-term operations. John and Williams (1987) predict 
a positive relationship between dividends and stock prices. Another opinion is that dividend changes 
signal permanent change in current earnings. Allen and Michaely (1995) regardless of the accurate 
information contained in the dividend signal, hypothesis to be valid. The supporter of signalling 
theories believe that a dividend policy used as a tool of putting the message of quality across has a 
lower cost than other alternatives. Consistent with their research results can give an important 
implication, which is unexpected dividendȱ changes should be followed by stock price changes in the 
same direction. According to the background on the relevance of dividend and stock prices argument 
that stock prices incorporate all expected future dividends, thus one of the most significant corporate 
events, announcement of dividend interests’ academics in addition to investor to conduct event studies 
to examine the resulting stock price reaction. 
3. Methodology and Sample 
ȱȱȱȱȱThe study focuses to investigate the impact of dividend announcement by examining the reaction of 
stock price to dividend announcements using event study methodology to explore stock returns around 
the dividend announcement date. Event study studies the behaviour of firms’ stock price around 
corporate or economic events such as dividend announcements. In the academic accounting and 
finance field, event studies have been applied to a variety of firm specific and economies wide events. 
In most applications, the focus is the effect of an event on the price of a particular class of firms’ share. 
Some examples as earning announcement, mergers and acquisitions, issues of new equity or debt and 
dividend announcement which is the study  in this paper. According to Brown and Warner (1985) an 
event study describes a technique of empirical financial research that permits an observer to evaluate 
the impact of a particular event on a stock price like dividend announcement and stock return. 
      Moreover, to study the impact of dividend announcements, 60 Thai companies in financial industry 
listed in The Stock Exchange of Thailand (SET) during the period 2005-2010 that have price sensitive 
information around the date of dividend announcements are taken into consideration for this research.  
The  event date is the dividend announcement  date ,when the board of directors has proposed the 
dividend proposal, is defined as t= 0, the time window  is the estimation period and event period so fix 
the time period over which the share prices of the firms are involved.  The interest period is prior and 
after the event date to capture the price effect of announcements which occur after stock market closes 
on the announcement day (MacKinlay, 1997). This paper uses a time period of -20 to +20. For the 
estimated of return parameters, defines an estimation window period of 100 days. Estimate market 
model using data t = -120 to t = -21(where t= 0 is dividend announcement date) and use OLS (Ordinary 
Least Square):  Under the CAPM, the expected daily return   E (Rit) for stock i on day t is calculated as 
follows: 
 
                           E (Rit )    =    Įi    + ȕ i Rmt +   İ it                                                                                                             (1) 
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where  
  
Įi     and   ȕ i  are  ordinary least square(OLS)  value estimated from estimation period, and 
Rmt   is the daily market return on day t.  In analyzing the impact of the event “Dividend announcement”  
to use  Event Study Technique suggested by Campbell and MacKinley (1997) that explore abnormal 
return of the stock in the event window. Abnormal returns (ARit ) are calculated as the difference 
between actual returns and the returns predicted by the market model:  
 
                         ARit   =  Rit – E (Rit )                                                                                                  (2) 
  
         After obtain abnormal return of each period of the stock then calculated the Cumulative abnormal 
returns (CAR) are calculated by aggregating daily ARs over time starting from before the day of 
dividend announcement to after the dividend announcement date. Cumulative average abnormal daily 
returns for an event period from T1 to T2 can compute as follows:       
 
                     CAR it   =  ARit                                                                                                                                                                      (3) 
 
Although, a researcher had found abnormal returns, it must be proved that the results are not gained 
by unexpectedly or by biased time series. A basic assumption that is the daily abnormal returns are 
identically and independently distributed. It is also assumed that over a long time stock prices have aȱ
tendency to approach the expectation value that mean value. The testing to compute by the t-statistic 
for the sample of N observations for each day ‘t ’ in the event window. The study investigates the 
following hypotheses:  
          
There is no Cumulative Abnormal Return     or   μCAR= 0     
 
If the resulting from an event is believed to affect a firm's current and future earnings, its stock 
price changes as soon as the market studies about the event. To observe whether an event had any 
impact on the firm's values, pre event and post event abnormal returns (AR) and cumulative abnormal 
returns (CAR) are measured. Conclusions are described the test results of statistical significance of 
abnormal returns (AR) and cumulative abnormal returns (CAR).  
4. Empirical study results 
The findings in this study are obtained in terms of the event study methodology in which the 
abnormal return of company with a view to study the impact of dividend announcement. In order to 
investigate the occurrence of abnormal return (AR) and cumulative abnormal return (CAR) centric to 
dividend announcement date were obtained for sample stocks for the study period. The same were 
concentrated for 41 days event window comprising 20 days prior/ post to dividend announcement, 
shown in table 1. 
Table shows that the abnormal return around the dividend announcement. A positive incidence of 
abnormal return was noticed around 2 days post announcement. The t-test value on AR and cumulative 
abnormal returns (CAR) have a rising tendency in the post event period for stocks show that for the 
days during the event window they are significant at 1% level. The general conclusion describes from 
the analysis of the AR and CAR for dividend announcements is significant. 
5. Conclusion 
       The results of this empirical study indicate that the stock prices move upward significantly after 
dividend announcements. Abnormal return (AR) and cumulative abnormal return (CAR) from the 
market model are statistically significantly revealed. The results confirm dividend signalling theory as 
the dividend announcements have significant impact on share prices. 
 
 
 
  
T2 
t=T1
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Table 1   Average Abnormal Returns, Cumulative Average Abnormal Returns & t-values of stocks 
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 *** Significant at 1% level (p<.01) 
 
Figure 1:  AR for simultaneous dividend Announcement 
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